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- The facility has taken effective measures to control costs in response to the
situation upon which the waiver request is based;

- The waiver request does not contradict a prior action of the department as to
an element of the facility's rate as the action relates to the application of the
established inflation factor, the rate methodology, or the definition of
allowable costs.

- The waiver request would result in payment for only allowable cost of
services authorized by the department under State or Federal laws, or both if
applicable, or under regulations. ‘

- The situation upon which the waiver request is based results from the

provision of direct patient care or from prudent management actions
improving the financial viability of the facility to provide patient care.

State Facility

The annual rate of increase in a state inpatient hospital facility rate is limited to the applicable
inflation factor per Section III above.

Payment Rates for New Facilities

If a new facility is licensed, the rates for the first three fiscal years will be calculated as
follows:

For acute care hospital and specialty hospitals, the percentage of charges will be set at the
statewide weighted average of percentage of charges and allowable maximum aggregate
average charges of acute care hospitals and specialty hospitals for the most recent 12 months
of permanent rates set for acute care facilities. The weighted average percentage of charges
is weighted based on total facility patient days. The weighted average maximum aggregate
average charge is weighted based on Medicaid patient days.

For inpatient psychiatric hospitals, the percentage of charges will be set at the statewide
weighted average of percentage of charges and allowable maximum aggregate average
charges of non-state inpatient psychiatric hospitals for the most recent 12 months of
permanent rates set for inpatient psychiatric hospitals.
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OPTIONAL PAYMENT RATE METHODOLOGY FOR SMALL FACILITIES

Facilities that received combined impatient hospital, outpatient hospital, and long term care
Medicaid payments, including disproportionate share adjustments, of no more than
$2,750,000 during the facility's fiscal year that ended during the period July 1, 1995 to June
30, 1996 may make an election for Medicaid reimbursement based on the Optional Payment
Rate Methodology for Small Facilities. The election requires the acute care hospital to be
reimbursed under this method from the beginning of the facility's fiscal year that begins during
the period January 1, 1998 to December 31, 1998, until the last day of the facility's fiscal year
that ends during the period July 1, 2001 and June 30, 2002 (the election period). This
subsection of Section V of Attachment 4.19-A describes the optional payment rate
methodology for inpatient hospital care.

The optional inpatient hospital prospective payment rate will be a perdiem rate that is based
on the facility's approved inpatient hospital Medicaid rate and the department's rate analysis
for the facility's fiscal year that began during the period January 1, 1997 to December 31,
1997 (rate base). The prospective payment rate is composed of separate capital and
noncapital portions. The capital portion is calculated by dividing the facility's Medicaid
capital per adjusted admission in its rate base by the average Medicaid length of stay in the
base year. The noncapital portion is determined by dividing the facility's allowable Medicaid
costs per adjusted admission in its rate base by its average Medicaid length of stay in the base
period and subtracting the calculated capital portion. The noncapital portion will be increased
annually at the rate of three percent per year for each complete fiscal year that begins after
December 31, 1997. The daily perdiem rate is limited to charges for each patient in the
aggregate and therefore the system will pay the number of allowable days billed at the
established rate no matter what the charge.

The department will allow an increase in the capital component of the prospective payment
rate for new assets valued at $5,000,000 or more that the facility places in service during the
election period and for which a Certificate of Need was obtained. The facility must submit
a detailed capital budget that reflects the estimated allowable costs for the new assets in
service during the prospective rate year.

Prospective payment rates determined for the small facility, for certain years, must include an
appropriate year-end conformance adjustment in accordance with Section V The year-end
conformance adjustment for a small facility with a fiscal year that ends June 30 is calculated
based on the fiscal years of the small facility that end on June 30, 1996, June 30, 1997, and
June 30, 1998; and applies to the rates for the fiscal years of the small facility that end on June
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30, 1999, June 30, 2000, and June 30, 2001, respectively. For a small facility with a fiscal
year that ends December 31, the year-end conformance adjustment is calculated based on the
fiscal years of the small facility that end on December 31, 1995, December 31, 1996, and
December 31, 1997; and applies to the rates for the fiscal years of the small facility that end
on December 31, 1998 December 31, 1999, and December 31, 2000, respectively. No
year-end conformance will be calculated on base years whose rates were calculated under this
subsection.

Facilities electing to be reimbursed under the Optional Payment Rate Methodology shall use
the administrative appeal process described in Section VIII if the facility disputes an action
or decision of the department that relates to:

- the facility's eligibility to make this election;

- a violation of a term of the agreement between the department and the facility;,

- a year end conformance adjustment calculation applied during the election period,;

- a denial of a CON increase in the prospective payment rate made under this election.

Sale of Facilities:

An appropriate allowance for depreciation, interest on capital indebtedness and (if applicable)
return on equity capital for an asset of a facility which has undergone a change of ownership
will be valued at the lesser of the allowance acquisition cost of the asset to the owner of
record on or after July 18, 1984, or the acquisition cost of the asset to the new owner in
accordance with Section 1861(v)(1)(O) of the Act. In addition, the recapture of depreciation
expense on disposition of assets that accommodate gains under the Medicaid program will
be limited by the provisions of Section 1861(v)(1)(O)(ii) of the Act. Payment for acquisition
costs associated with buying and selling of the facility will be limited by the provisions of
Section 1861(v)(1)(O)(iii) of the Act.

Adjustment to Rates:

All rates for facilities are set by the department with the advice of five Governor appointed
Commissioners. The Commissioners are: a representative of the State of Alaska, a
representative of the providers, a physician, a certified public accountant, and a consumer.
Facilities have the opportunity to provide additional information on significant changes that
would impact the rates.
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The department on its own motion or at the request of an applicant may reconsider its actions
within 30 days. There is nothing to preclude a facility from petitioning the department at any
time during its fiscal year for additional consideration.

Reconsiderations are warranted only in those cases where the proper application of the
methods and standards described in Attachment 4.19-A is in question or is being challenged.

Provider Appeals:

If a party feels aggrieved as a result of the department's rate setting decisions, the party may
appeal and request reconsideration or an administrative hearing. Administrative hearings are
conducted by Governor appointed Hearing Officers. An administrative appeal must be filed
within 30 days of the mailing of the decision of the department.

The Hearing Officer would hear a case in accordance with administrative law in the State of
Alaska. The Hearing Officer would prepare draft findings, conclusions and order for the
commissioner of the department's review. The commissioner of the department would review
the findings of the Hearing Officer and may accept, reject, or modify the Hearing Officer's
recommendations. If a party still feels aggrieved at this point, judicial review is available
to contest actions of the department and the rate set.

Audit Function:

The Department has statutory authority to audit data relating to Medicaid prospective
payment rates. Audit findings that would affect the prospective payment rates are adopted
by the Department and incorporated into future prospective rate calculations. This means that
even though an audit is not completed before a subsequent year has passed and retroactive
recoupment from the facility will not take place, the results of the audit will be incorporated
into the rate calculations relating to future prospective periods as applicable.

Inappropriate Level of Care:

Payment for hospital patients receiving service at an inappropriate level of care under
conditions similar to those described in Section 1861(v)(1)(G) of the Social Security Act will
be made at lower rates, reflecting the level of care actually received, in a manner consistent
with Section 1861(v)(1)(G). The payment rate will be the average statewide rate for swing
bed days. The state uses the same methodology for SNF services and ICF services, and does
not differentiate between the different types of services. The swing bed rate is a composite
rate weighted by patient days and is a summation of each facility's payment rate for the
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preceding calendar year multiplied by patient days of each facility and then divided by the total
patient days of all SNF/ICF facilities. The swing bed rate is determined and approved by the
Department prior to the beginning of the calendar year and is based, where applicable, on
estimated data.

The state continues the policy of paying the lower rates to inpatient hospitals when the patient
receives care at either the skilled or intermediate level nursing services with no exceptions.

Hospitals Serving A Disproportionate Share of Low Income Patients:

Hospitals serving a disproportionate number of patients with special needs will receive a
payment adjustment based on the following criteria:

(D

Determination of Eligibility. (a) The hospital's Alaska Medicaid inpatient utilization
rate, (as described in Section 1923(b)(2)), is at least one standard deviation above
the mean Medicaid inpatient utilization rate for hospitals receiving Medicaid payments
in the State of Alaska, (the "mean" of Medicaid inpatient utilization rates for all
hospitals in the state is the fraction, expressed as a percentage, of which the
numerator is the total number of inpatient days for Medicaid-eligible patients for all
hospitals in the state and the denominator is the total number of inpatient days for all
hospitals in this state) or (b) the hospital's Alaska low income utilization rate, (as
described in Section 1923(b)(3)), exceeds 25 percent.

For purposes of (1)(a), the term "Medicaid inpatient utilization rate" means, for a
hospital, a fraction (expressed as a percentage), the numerator of which is the
hospital's number of inpatient days attributable to patients who (for such days) were
eligible for medical assistance under the State plan, and the denominator of which is
the total number of the hospital's inpatient days. The standard deviation of Medicaid
inpatient utilization, will be calculated by June 1 of each year for all facilities. The
most recent fiscal year will be used as the base.

For purposes of (1)(b), the "low income utilization rate" is calculated as follows: the
total Medicaid revenues paid to the hospital in the hospital's base year, plus the
amount of cash subsidies for patient services received directly from Alaska state and
local governments in the hospital's base year, divided by the total amount of revenues
of the hospital (including the amount of such cash subsidies) for the hospital's base
year; plus the hospital's charges for inpatient hospital services attributable to charity
care for the hospital's base year less the portion of any cash subsidies for patient
services received directly from Alaska state and local governments attributable to
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inpatient hospital services, divided by the total amount of the hospital's charges for
inpatient services in the same period. For State facilities which do not have a charge
structure, the hospital's charges for charity care are the cash subsidies received from
Alaska state and local governments by the facility. The "low income utilization rate"
will be calculated annually upon receipt from the facilities, relevant information
necessary in determining the utilization rate.

As an example of determining eligibility, if the Alaska Medicaid inpatient utilization
rate at one standard deviation above the mean Alaska Medicaid inpatient utilization
for hospitals in Alaska is 32 percent, a facility with a Medicaid inpatient utilization of
32 percent or greater will qualify for a disproportionate share payment adjustment
under (1) (a).

Alternatively, if another facility has a Medicaid inpatient utilization of 30 percent, it
would not qualify for a disproportionate share payment adjustment under (1)(a), but
could qualify under (1)(b) if its low income utilization rate exceeds 25 percent.

In addition, in order to qualify as a DSH, a hospital must have a Medicaid inpatient
utilization rate of a minimum of one percent.

Payment Adjustment. (a) For those hospitals that qualify for disproportionate share
payment adjustments under (1)(a), the minimum payment will be one percent of
allowable charges. This minimum payment reflects a provider whose Alaska Medicaid
inpatient utilization is at least one standard deviation above the mean Medicaid
inpatient utilization rate for hospitals receiving Medicaid payments in the State of
Alaska. The disproportionate share payment adjustment will increase proportionately
to the increase in Medicaid inpatient utilization above the minimum level by whichever
of the following is the greater: (i) an additional one percent of charges for each
percentage point above one standard deviation above the mean Alaska Medicaid
inpatient utilization rate; or (ii) an additional payment equal to 1.60% of the hospital's
base year Alaska state and local government cash subsidies for each percentage point
above one standard deviation above the mean Alaska Medicaid base year inpatient
utilization rate.

For example, if the Medicaid inpatient utilization at one standard deviation of the
state-wide mean is 32 percent and the hospital's utilization is 33 percent, the
disproportionate share payment adjustment to that hospital would be the minimum
payment of 1 percent of allowable charges and an additional payment of the greater
of: (1) 1 percent of allowable charges (for a total disproportionate share payment
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adjustment of 2 percent of allowable charges); or (ii) 1.60% times the Alaska state
and local government cash subsidies paid to the hospital during the hospital's most
recently completed fiscal year. If the hospital's Medicaid inpatient utilization is 34
percent, its disproportionate share payment will be the greater of: (i) 3 percent of
allowable charges; or (ii) 1 percent of allowable charges plus 3.2% of the Alaska state
and local government cash subsidies paid to the hospital during the hospital's most
recently completed fiscal year.

(b) For those hospitals that qualify for disproportionate share payment adjustments
under (1)(b) but do not qualify under (1)(a), the payment will be a minimum of one
percent of allowable charges. This minimum payment reflects a provider whose low
income utilization rate is at least 25 percent. The disproportionate share payment will
increase proportionately to the increase in the low income utilization rate above the
minimum level by whichever of the following is the greater: (i) an additional 1% of
charges for each percentage point above 25 percent; or (it) an additional payment
equal to 1.60% of the hospital's state and local government cash subsidies for each
percentage point above 25%.

For example, if the hospital's low income utilization rate is 26 percent, the
disproportionate share payment to that hospital would be the minimum of 1 percent
of allowable charges and an additional payment of the greater of: (i) 1 percent of
allowable charges (for a total disproportionate share payment adjustment of 2 percent
of allowable charges); or (ii) 1.60% times the state and local government cash
subsidies paid to the hospital during the hospital's most recently completed fiscal
year. If the hospital's low income utilization rate is 27 percent, its total
disproportionate share payment will be the greater of: (i) 3 percent of allowable
charges; or (it) 1 percent of allowable charges plus 3.2% of the state and local
government cash subsidies paid to the hospital during the hospital's most recently
completed fiscal year. This provision is intended to take into account the situation of
public institutions that furnish services free of charge or at nominal charges.

Other Requirements. All hospitals qualifying for the disproportionate share must meet
the criteria of having two obstetricians providing obstetrical services to Medicaid
patients or in rural areas must have two physicians providing non emergency
obstetrical services to Medicaid patients. Hospitals that do not offer obstetrical
services as of December 22, 1987 will be exempt from this requirement.

A qualifying hospital will receive an additional disproportionate share payment for
exceptionally high costs or exceptionally long-stays for children under age six.
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Exceptionally high costs are those exceeding 150 percent of the mean costs per
admission in the facility base year for children under age six. Similarly, exceptionally
long-stays are those exceeding 150 percent of the mean days per admission in the
facility for children under age six. The additional disproportionate share payment will
be 100 percent of the hospitals disproportionate share rate determined in (2) (a) or
(2)(b). This payment will be made only if the facility provides documentation
satisfactory to the department that these criteria have been met.

Out-of-State hospitals providing inpatient services to Alaska Medicaid recipients and
who have a disproportionate share of Medicaid patients will receive a payment
adjustment relative to the methods and standards in (2)(a) and (2)(b) above.

The percentage of disproportionate share payment is not subject to the limitations of
100% of charges.

Disproportionate share payments will be further adjusted through the year end
conformance waiver process described in Section V Rate Calculations, YEAR END
CONFORMANCE to provide for payment of an outlier adjustment for medically
necessary inpatient hospital services provided for exceptionally high costs or
exceptionally long lengths of stay for individuals under six years of age.

The total disproportionate share payments will be limited to the Federal
disproportionate share cap established for the State of Alaska. A comparison of the
Federal cap to the total disproportionate share payments will occur before any
payments are distributed to qualifying hospitals.

If the State's calculated total disproportionate share payments exceed the Federal cap
for those payments, the State will proportionately reduce the disproportionate share
payments to be made to State facilities.

General Limit. Hospitals’ DSH payments are limited to: The Cost of Services to
Medicaid patients less the amount paid by the State under the non-DSH payment
provisions of the State Plan; plus the Cost of Services to Uninsured Patients less any
cash payments made by them or on their behalf for those services.

An Uninsured Patient is defined as an individual who's costs are not met because they
have no insurance or other resources.

Cost of Services is total allowable costs of the hospital as defined in the State Plan
divided by total patient days of the hospital times Uninsured Patient Days or Medicaid
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Patient Days as applicable.

Exceptional Relief to Rate Setting:

If the rate setting methodology results in a permanent rate which does not allow reasonable
access to quality patient care provided by an efficiently and economically managed facility,
the facility may apply to the deputy commissioner of the department for exceptional relief
from the rate setting methodology. This provision applies to situations where a facility is
forced to close or dramatically reduce quality of care to its residents due to the inadequacy
of its payment rate. To apply for exceptional relief, the facility's application should include:

1.

the amount by which the facility estimates that the rate should be increased to allow
reasonable access to quality patient care provided by an efficiently managed facility;

the reasons why and the need for exceptional relief requested, including any resolution
by the facility's governing body to support the reasons offered, and why such a rate
increase cannot be obtained through the existing rate setting process;

the description of management actions taken by the facility to respond to the situation
on which the exceptional relief request is based,

the audited financial statement for the facility for the most recently completed facility
fiscal year and financial data, including a statement of income and expenses and a
statement of assets, liabilities, and equities and a monthly facility cash flow analysis
for the fiscal year for which the exception is requested,

a detailed description of recent efforts by the facility to offset the deficiency by
securing revenue sharing, charity or foundation contributions, or local community

support;

an analysis of community needs for the service on which the exception request is
based;

a detailed analysis of the options of the facility if the exception is denied,;
a plan for future action to respond to the problem; and

any other information requested by the deputy commissioner to evaluate the request.
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The deputy commissioner may request recommendations from the Commission on a facility's
application for exceptional relief. The deputy commissioner may increase the rate, by all or
part of the facility's request if the deputy commissioner finds by clear and convincing evidence
that the rate established under section IV. and V. of Attachment 4.19-A does not allow for
reasonable access to quality patient care provided by an efficiently and economically managed
facility and that the granting of an exception is in the public interest. In determining whether
the exception is in the public interest, the deputy commissioner may consider at least:

1.

the necessity of the rate increase to allow reasonable access to quality patient care
provided by an efficiently and economically managed facility, including any findings
of the governing body of the facility to support the need,

the assessment of continued need for this facility's services in the community;
whether the facility has taken effective steps to respond to the crisis and has adopted
effective management strategies to alleviate or avoid the future need for exceptional
relief;

the recommendations, if any, from the Commission;

the availability of other resources available to the facility to respond to the crisis;

whether the relief should have been obtained under the existing rate methodology;

other factors relevant to assess reasonable access to quality patient care provided by
an efficiently and economically managed facility.

The deputy commissioner will impose conditions on the receipt of exceptional relief including,
but not limited to the following:

1.

2.

the facility sharing the cost of the rate exception granted;

the facility taking effective steps in the future to alleviate the need for future requests
for exceptional relief,

the facility providing documentation as specified of the continued need for the
exception; or

a maximum amount of exceptional relief to be granted to the facility under this
section.
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